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PUBLIC  COMPANIES, 


£V  A SECRETARY. 


A RETURN  recently  published  of  the  Companies 
registered  under  the  Companies  Acts  gives  the 
amount  of  the  paid-up  capital  of  such  Companies  as 
over  one  thousand  million  pounds,  an  average  amount 
of  paid-up  capital  of  about  £-^o  for  every  man,  woman, 
and  child  in  the  United  Kingdom.  It  is  difficult  to 
arrive  at  the  actual  number  of  investors : the  adver- 
tising agents  who  compile  lists  for  their  own  purposes 
profess  to  have  the  names  of  over  400,000  persons  who 
are  largely  interested  in  Companies,  and  who  are 
obviously  mainly  holders  of  large  amounts,  but  in 
addition  there  must  be  a very  large  number  of  persons 
who  are  interested  in  small  local  undertakings  all 
over  the  country.  Thus  it  is  fair  to  assume  that  a 
very  large  proportion  of  the  adult  population  has  a 
direct  interest  in  the  formation  and  working  of  Public 
Companies. 

It  is  too  late  in  the  day  to  question  the  usefulness 
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o ' the  principle  of  limited  liability.  To  take  only  the 
case  of  industrial  undertakings,  it  is  admitted  on  all 
h inds  that  a business  which  is  conducted  on  a large 
scale  can  be  more  economically  and  efficiently 
n anaged  than  a smaller  business.  Not  many  single 
individuals  possess  the  necessary  capital  for  such 

V orking,  but  by  the  combination  of  a large  number  of 
smaller  sums  not  only  do  the  investors  receive  a fair 
r(durn  for  their  enterprise,  but  the  consumer  at  large 
is  distinctly  benefited  by  the  consequent  reduction  in 
p 'ice.  There  are  many  other  enterprises,  such  as  the 

V orking  of  patents,  mining  of  various  kinds,  &c., 

V hich  would  only  be  practicable  on  a small  scale  were 
it  not  for  the  possibilities  of  combination  afforded  by 
the  Public  Companies  Acts.  I believe  all  these  facts 
vill  be  readily  admitted  by  any  candid  person,  but  at 
the  same  time  it  is  distinctly  curious  that  the  Press, 
a most  without  exception,  has  little  but  carping 
c ’iticism  for  Public  Companies,  and  those  connected 
vith  them,  from  the  promoter  downwards.  This  is 
n3t  entirely,  although  partly,  accounted  for  by  igno- 
rance of  the  subject.  In  no  other  department  of 
piblic  affairs  is  it  so  generally  the  custom  to  judge  of 
a class  by  the  black  sheep,  who  attract  attention  by 
tlieir  misdeeds. 

Even  a superficial  examination  of  the  subject 
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would  convince  an  impartial  inquirer  that  it  is  not  a 
large  percentage  of  the  Companies  formed  which  is 
fraudulent,  and  that  of  those  which  fail  the  downfall 
of  a very  large  number  is  to  be  accounted  for  by  the 
same  unavoidable  causes  which  lead  to  the  collapse  of 
private  firms  ; but  it  has  apparently  become  the  fashion 
to  speak  of  Public  Companies  as  though  they  were  all 
alike,  nothing  but  “traps  for  the  unwar}^  investor.” 
In  the  same  way  odium  is  attached  to  the  calling  of  a 
director,  and  with  a very  large  number  of  otherwise 
sane  persons  it  is  sufficient  to  call  a man  a director  of 
Public  Companies  to  convince  them  that  he  is  on  the 

• borders,  if  not  beyond,  the  pale  of  civilisation.  When 
a new  Ministry  is  formed  this  spirit  is  to  be  seen  in 
full  operation,  and  lists  of  the  directorships  held  by 
the  proposed  Members  of  the  Government  are  duly 
paraded  before  the  eyes  of  the  public,  who  are  invited 
to  ask  when  Mr.  So-and-so  is  to  give  up  these  various 
appointments,  not,  be  it  observed,  on  the  ground 
(which  would  be  quite  intelligible)  that  a Minister  of 
the  Crown  is  not  supposed  to  have  time  to  attend 
to  the  duties  entailed  by  such  appointments,  but 
apparently  because  they  are  held  to  be  inconsistent 

♦ with  the  dignity  of  Cabinet  rank. 

Once  a year,  when  the  solemn  farce  which  is 
known  as  the  election  of  a Eord  Mayor  is  enacted  at 
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tJie  Guildhall,  when  the  names  ot  the  candidates  for 
oihce  are  publicly  submitted  (a  performance  which  is 
much  on  a footing  with  the  sacrilegious  farce  known 
a 5 choosing  an  Archbishop,  when  the  Holy  Ghost  is 
s )lemnly  invoked  to  assist  the  Bishops  in  the  choice 
of  a name  submitted  by  the  Crown  for  approval),  there 
appears  a gentle  lunatic  who  invites  the  suggested 
I ord  Mayor  to  declare  that  during  his  3^ear  of  office 
he  will  not  be  a director  of  an}"  Public  Company. 
1 his  is  all  very  irrational  and  very  sill}",  and  time  will 
na  doubt  work  some  amendment,  but  in  the  meantime 
the  work  of  boiid  fide  Public  Companies  is  much 
h impered  by  these  unfounded  aspersions. 

As  an  official  of  Public  Companies,  I frankly  confess 
I should  like  to  see  this  state  of  affairs  considerably 
altered.  I have  the  pride  in  my  profession  which  I 
h)pe  every  honest  labourer  feels,  and  I make  no 
a])ology  for  attempting,  in  however  humble  a fashion, 
t( ' redress  what  I believe  to  be  a wrong. 

Those  who  are  most  intimately  acquainted  with  the 
p "actice  of  Public  Companies  will  be  the  first  to  admit 
that  there  are  grave  abuses  connected  with  the  system. 
S )me  of  these  may,  no  doubt,  be  remedied  by  further 
legislation.  Many,  I believe,  can  be  effectually  dealt 
with  by  the  existing  law,  if  those  who  have  been 
defrauded  would  only  take  the  trouble  to  set  that  law 
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in  motion,  and  many  more,  I firmly  believe,  are  due  to 
recklessness  and  want  of  care  on  the  part  of  the 
investing  or  speculating  public.  It  would  be  ludic- 
rous', were  it  not  painful,  to  see  the  ignorance  on  the 
part  of  some  so-called  investors,  not  only  of  the  system 
of  limited  liability  in  general,  but  even  of  the  details 
of  the  enterprise  to  which  for  the  time  being  they 
turn  their  attention.  The  enterprising  speculator  who 
“backs  his  fancy”  on  the  racecourse  has  probably 
never  seen  the  horse  or  horses  which  for  the  time 
being  are  the  object  of  his  choice,  and  has  no  possible 
opportunity  of  forming  a reliable  opinion  as  to  their 
* prospects  of  success,  but  it  is  a thousand  to  one  that  he 
has  at  least  some  vague  conception  that  a horse  is 
“ an  animal  with  a leg  at  each  corner,”  and  he  could 
probably  distinguish  it  at  a first  glance  from  a cow; 
while,  to  judge  from  the  correspondence  which  fre- 
quently reaches  a secretary,  a ver}"  large  proportion  of 
that  public  which  is  so  fondly  called  “ unfortunate 
investors”  possesses  ideas  on  the  subject  of  Public 
Companies  in  general,  and  its  own  investments  in 
particular,  compared  with  which  those  of  the  race- 
course speculators  are  “ as  sunlight  is  to  moonlight.” 
i Many  of  this  class  are  content  to  wallow  in  their 
ignorance,  while  others  who  dilligently  seek  for 
guidance  I fear  often  find  themselves  in  a worse  plight 
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than  had  they  followed  the  indications  of  their  unaided 
ini  elligence. 

Much  of  the  trouble  undoubtedly  arises  from  the 
fa(  t that  many  shareholders  do  not  subscribe  with  a 
view  to  making  a permanent  investment  and  receiving 
a :‘eturn  on  their  capital,  but  rather  in  the  hope  that 
the  shares  will  increase  in  value,  and  that  they  will 
thiireby  be  enabled  to  sell  at  a profit.  Such  persons 
ca  ise  trouble  in  more  ways  than  one.  The  promoters 
of  svery  new  Company  scrutinise  the  lists  of  subscribers 
wi  :h  all  the  care  the}^  can,  in  the  hope  of  detecting 
the  names  of  what  are  in  this  connection  known  as 
“stags.”  Such  speculators  care  nothing  for  the  wel- 
faie  of  the  Company,  and  are  only  anxious  to  seize  an 
op  Dortunity  of  getting  rid  of  their  shares  at  a profit, 
wi  ;h  the  result  that  the  market  price  of  the  shares  is 
liable  at  any  moment  to  be  unduly  depressed,  and  if 
th<;y  existed  in  large  number  they  would  probably 
tend  to  prevent  the  shares  ever  being  at  a premium, 
an  i would  vent  their  discontent  at  what  they  consider 
their  bad  luck  in  constant  attempts  to  interfere  with 
tin;  working  of  the  Company  and  in  harassing  the 
diiectors  and  all  concerned.  In  a general  way  I am 
su  -e  that  this  spirit  has  much  to  answer  for  the  for-  v 

mntion  of  bubble  Companies.  These  gamblers  are 
nuisances  of  the  worst  description.  They  take  no 
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interest  whatever  in  the  welfare  of  a successful  Com- 
pany, and,  in  the  case  of  a fraud,  it  is  difficult,  if  not 
impossible,  to  get  them  to  take  any  action,  because 
their  stake  is  so  small  that  they  will  not  run  the  risk 
of  losing  further  money. 

Leaving  for  the  moment  the  question  of  financial 
newspapers,  meaning  by  that  the  journals  which  pro- 
fess to  devote  themselves  specially  to  matters  con- 
cerning stocks  and  shares,  the  ordinary  newspaper  is 
not  of  very  much  help  to  a would-be  investor.  The 
criticism,  when  it  does  appear,  is  usually  late,  and  is 
often  evidently  based  on  some  prepossession  of  the 
' critic.  I confess  that  I can  think  of  no  office  so  diffi- 
cult or  so  thankless  as  an  attempt  to  impartially 
criticise  the  prospectuses  of  new  undertakings, 
because  there  must  be  in  almost  ever}^  case  some 
fact  or  circumstance  which,  if  it  were  known  to  the 
critic,  would  tend  to  modify  or  upset  his  academic 
opinions.  I hope,  before  I have  finished,  to  indicate 
certain  points  in  every  prospectus  the  absence  or 
presence  of  which  in  any  particular  instance  should 
warn  off  an  intending  investor,  or  should  at  least  put 
him  on  inquiry  as  to  special  circumstances,  which 
‘ might  lead  him  to  change  his  opinion.  More  than 

this  I doubt  if  any  one  journalist  can  conscientiously 
do,  except  in  those  .special  instances  where  he  has 
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cone  Upon  the  track  of  a palpable  fraud.  I have  no 
in  ention  of  attempting  an3dhing  like  a history  of  the 
legislation  which  led  up  to  the  series  of  Acts  under 
wl  ,ich  Public  Companies  are  now  formed  and  worked, 
but  I should  like  to  give  some  short  account  of  the 
process  by  which  a Company  is  formed,  dealing,  of 
course,  with  the  much-abused  promoter,  and  its  intro- 
duction to  the  public,  including  references  to  the 
iniluences  which  affect  it  from  without  and  within. 

The  process  of  giving  legal  existence  to  a Company 
is  a ver\"  simple  matter.  Any  seven  or  more  persons 
may  sign  a document,  which  is  known  as  a Memoran- 
du  n of  Association,  which  must  set  out  certain  specified 
pa:  ticulars  and  mention  the  objects  of  the  proposed 
Co  npany  and  the  amount  of  its  capital,  and  on  their 
pn  senting  this  statement  to  the  Registrar  of  Joint  Stock 
Co  npanies,  with  the  prescribed  fees,  the  Registrar  issues 
a certificate  that  the  said  Company  is  incorporated,  and 
it  is  then  free  to  start  on  its  career  of  usefulness  or 
otl:  erwise.  The  promoters  of  the  Company  may  at  the 
sar  le  time  register  a set  of  bye-laws  for  the  guidance 
of  1 he  Company,  which  are  known  as  Articles  of  Asso- 
cia  ;ion,  or,  if  they  prefer  not  to  do  so,  the  internal  affairs 
of  the  Company  will  be  regulated  by  the  Articles 
affi  <ed  to  the  Companies  Act  of  1862,  known  as 
Tal)le  “A.” 
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This  question  of  the  Articles  of  Association  is 
one  of  the  points  to  which  I propose  to  refer  later 
on  as  requiring  attention  on  the  part  of  an  investor. 
They  are  usually  prepared  by  the  solicitors  of  the 
Company  on  the  lines  of  some  preceding  Company, 
and  in  by  far  the  larger  number  of  cases  they  will  be 
found  to  be  identical  in  all  material  points  ; but,  as 
there  is  no  restriction  as  to  their  form,  it  is  quite 
possible  for  unscrupulous  promoters  to  insert  pro- 
visions which  are  very  seriously  detrimental  to  the 
interests  of  the  shareholders,  and  even  where  no  fraud 
is  intended  it  is  somtimes  found  that  by  inadvertence 
regulations  have  been  made  which  in  case  of  need  are 
found  to  be  extremely  irksome  in  practical  working. 
Hence,  it  is  desirable  that  intending  shareholders 
should  at  an  early  stage  possess  themselves  of  a copy 
of  the  Articles,  and  if  any  provisions  of  the  kind 
indicated  are  found  take  early  opportunity  of  calling 
attention  to  them,  and  of  having  them  rectified,  which 
is  readily  done  by  means  of  special  meetings  of  the 
members. 

But,  of  course,  the  real  genesis  of  a Company 
is  at  the  hands  of  the  promoters,  and  is  complete 
by  the  time  the  formal  registration  is  made.  Of 
all  the  illogical  points  about  the  attitude  of  the 
public  to  Public  Companies,  the  ver>^  strangest,  to 
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m / mind,  is  that  adopted  towards  promoters.  It 
is  pretty  generally  admitted  that  Public  Companies 
dc  useful  work,  and  in  the  vast  majority  of  cases 
tend  to  increase  the  commercial  well-being  of  the 
cointry.  and  }’et  there  is  apparently  no  more 
opprobrious  name  to  hurl  at  a man  than  that  of 
pr)moter.  Very  little  reflection  ought  to  show  that 
in  the  very  nature  of  things  a Company  cannot  form 
itsslf,  and  that,  if  it  be  desirable  that  the  Company 
should  be  called  into  existence,  there  must  be  one 
or  more  persons  to  undertake  its  formation.  Granted 
that  in  some  cases  Companies  are  formed  for  no 
other  purpose  than  the  benefit  of  the  promoter  (does 
it  ilways  happen  that  the  work  of  a lawyer,  say,  is 
exidusively  for  the  public  good?  ),  it  yet  remains  true 
tli£t,  however  urgent  the  need  for  the  Companj^  or 
tli€  demand  on  the  part  of  the  public,  there  must  be 
some  directing  head  to  prepare  the  way,  and  to  bring 
tog  ether  the  various  intending  shareholders.  Granted, 
alsD  that  on  occasions  the  promoter  makes  an 
ex(  irbitant  profit,  it  must  not  be  forgotten  that  in  all 
cases  he  runs  the  risk  of  losing  time  and  money 
expended,  and  that  what  may  be  a large  profit  in 
om  case  may  prove  to  be  a very  small  remuneration 

Lto  him  when  measured  against  the  losses  incurred 
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the  modern  system  of  underwriting  there  is  not  the 
same  risk  of  a promotei  losing  through  the  failure 
of  an  issue ; but,  in  the  case  of  promoters  of  Com- 
panies large  enough  and  respectable  enough  to  be 
underwritten,  I think  it  will  be  found  that  their 
profits  are  by  no  means  an  unfair  reward  for  the 
responsibility  and  labour  incurred. 

Leaving  on  one  side  for  the  moment  the  question 
of  bogus  Companies,  let  us  see  what  are  the  steps 
which  are  taken  in  the  formation  of,  say,  an  in- 
dustrial undertaking  under  honest  auspices.  A.  B. 
is  the  owner  of  a business  which  has  been  in  his 
family  for  many  years.  He  is  an  elderly  man  with 
sons,  one  of  whom  is  in  the  business,  but  the  others 
are  in  professions  or  otherwise  engaged.  In  ordinary 
circumstances,  upon  his  death  it  would  be  necessary 
that  the  business  should  be  sold,  or  that  a consider- 
able part  of  the  capital  should  be  withdrawn,  to 
provide  the  portions  of  those  sons  who  are  unable 
or  unwilling  to  take  part  in  its  management,  or  to 
leav^e  their  capital  in  the  business.  These  alternative 
courses,  as  everyone  knows,  are  neither  easy  nor 
profitable,  but  if  he  can  turn  his  business  into  a 
limited  Company  he  will  receive  the  value  of  it,  either 
in  cash  or  in  shares,  which,  in  the  case  of  a going 
profitable  concern,  wall  be  at  least  as  good  as  cash. 
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Let  me  assume  that  the  plant,  fixtures,  stock,  &c., 
are  worth  ^50,000,  and  that  his  average  profits  have 
been  over  a term  of  }"ears  about  ;^i 6,000  per  annum. 
Tliis,  on  a fair  valuation  of  three  years’  purchase  of 
goodwill,  say,  ;^5o,ooo,  would  bring  u])  the  value  of 
th  2 business  to  _;^ioo,ooo,  the  sum  he  is  prepared  to 
ac:ept,  and  he  is  willing  to  take  one-third  of  the 
purchase  price  in  shares,  the  largest  amount  which 
it  is  permissible  to  allot  to  him,  provided  it  is 
in1  ended  to  apply  for  a Stock  Exchange  quotation. 
H(  now  approaches  my  imaginary  promoter  with  a 
view  to  the  sale  of  his  business  to  a limited  liability 
Coaipany.  Before  the  promoter  goes  very  deeply 
into  the  matter,  he  will  satisfy  himself  that  the 
business  is  one  which  is  likely  to  meet  the  approval, 
first,  of  the  underwriters  who  will  be  asked  to  share 
in  the  venture,  and,  secondly,  of  the  public  who  are 
desired  to  take  it  up,  and  also  that  the  times  are 
propitious  for  introducing  it  to  the  market.  He 
will  then  probably  make  an  agreement  with  the 
wo  ild-be  vendor  that,  should  the  valuation  of  the 
property  and  the  statements  of  profits  be  verified 
to  the  satisfaction  of  experts,  to  be  nominated 
by  the  promoter  at  the  expense  of  the  vendor, 
he  will,  on  or  before  a given  date,  pay  an  agreed 
price  for  the  business.  This  contract  will  probably 
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be  modified  or  supplemented  later  on,  as  will  be 
seen. 

The  statements  of  fact  having  all  been  verified  to 
the  satisfaction  of  the  promoter,  it  is  now  his  business 
to  prepare  a draft  prospectus  and  to  procure  directors. 
In  a case  such  as  I am  indicating,  where  everything  is 
straightforward,  it  will  probably  be  found  that  the 
vendor  himself  and  some  members  of  his  family  will 
act  on  the  board,  at  all  events  for  some  time,  and 
there  will  probably  be  no  difficulty  in  associating  with 
them  one  or  more  directors  acquainted  with  the  nature 
of  the  peculiar  business  in  question.  In  fixing  the 
amount  of  the  capital  it  is  now  necessary^  to  consider 
what  should  be  added  to  the  purchase  price  for  working 
capital  and  for  the  expenses  of  promotion.  I will 
assume  ^10,000  for  each,  which  would  bring  the  total 
capital  up  to  ;^i  20,000.  This  will  probably  be  divided 
into  ;^6o,ooo  in  6 per  cent,  preference  shares  and  60,000 
ordinary  shares.  The  profits  of  6,000  would  thus 
show  sufficient  to  pay  6 per  cent,  on  the  preference 
shares,  ^^3,600,  and,  say,  12  per  cent,  on  the  ordinary 
shares,  £'j,2oo,  or  _;^io,8oo  in  all,  leaving  ;^5,2oo  for 
expenses  and  to  make  provision  for  a reserve  fund. 

A prospectus  will  then  be  drafted  in  the  usual  form, 
commencing  with  a statement  of  the  capital  of  the 
proposed  Company,  and  then  setting  out  the  directors. 
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i olicitors,  officers,  &c.  It  will  then  go  on  to  state 
lhat  the  object  of  the  Company  is  to  acquire  the  busi- 
ness of  Mr.  A.  B.,  giving  briefly  the  reasons  wfliich  led 
.dr.  A.  B.  to  wish  to  dispose  of  the  property.  It  will 
1 hen  describe  the  assets  to  be  acquired,  and  will  quote 
1 he  valuation  which  has  been  made  for  the  purpose  of 
1 he  proposed  Company.  The  profits  will  then  be  set 
out  as  shown  by  the  accountant’s  certificate,  and,  in 
1 he  case  of  the  Company  I am  describing,  where  there 
is  nothing  to  conceal  and  no  desire  to  put  a false 
interpretation  on  any  fact,  these  profits  will  be  set  out 
J or  a considerable  term  of  years,  year  by  year,  with  a 
i tatement  at  the  end  that  the  average  over  such  term  r 
of  years  has  been  ;^i6,ooo.  The  prospectus  will  go 
on  to  show  the  apportionment  of  these  profits,  as  I 
have  already  described.  It  will  then  state  that  the 
]>urchase  money  to  be  paid  to  Mr.  A.  B.  is  ;^iio,ooo, 

]>ayable  as  to  one-third,  or  ;^36,ooo  odd,  in  shares, 

end  the  balance  in  cash,  which  will  leave  ;^io,ooo 

Jor  working  capital.  The  prospectus  will  conclude 

H'ith  the  usual  clause  as  to  contracts,  which  will  ( 

])robably  run  to  the  effect  that  the  only  contract 

entered  into  is  one  between  Mr.  A.  B.,  the  vendor,  and 

]dr.  C.  D.,  as  Trustee  for  the  Company;  that  there  may  i 

be  other  contracts,  made  in  the  ordinary  course  of  the 

business,  or  that  the  vendor  may  have  entered  into 
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contracts  for  the  placing  of  the  capital,  of  which 
^ contracts  the  Company  has  no  cognisance,  and  that 
intending  subscribers  shall  be  deemed  to  have  waived 
the  production  of  such  contracts,  if  any.  This  is  the 
familiar  waiver  clause,  the  validity  of  which  has  never 
been  legally  determined,  and  which  will  probably  be 
regulated  by  any  fresh  legislation. 

The  contract  between  the  promoter  and  the  vendor 
will  b}"  this  time  have  been  modified  in  the  sense 
shown  above,  that  whilst  the  vendor  is  nominally  to 
receive  ^iio,ooo  from  the  Company  he  will  repay  to 
the  promoter  the  sum  of  ;^:o,ooo  for  underwriting 
. and  promotion  expenses.  It  will  be  seen  from  the 
prospectus  that  the  sum  of  ;^74,ooo  is  required  to  be 
found  in  cash,  and  it  is  here  that  the  question  of 
underwriting  conies  in.  Out  of  the  sum  of  ;^io.ooo 
.some  £2,000  or  £3,000  will  be  required  for  the 
expenses  of  advertising  the  Company,  leaving  an 
amount  sufficient  to  pay  about  10  per  cent,  all  round 
on  the  capital  required  to  be  underwritten.  The 
exact  amount  underwritten  will  depend  largely  on  the 
financial  strength  of  the  promoter  and  the  confidence 
which  he  feels  in  the  success  of  the  issue.  In  a case 
, such  as  I am  quoting  there  will  probably  be  no 
difficulty  in  placing  the  whole  of  the  underwriting  for 
a commission  of  5 per  cent.,  or  even  under,  which 
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would  leave  the  promoter  with  a net  profit  of  between 
;^3,ooo  and  ;^4,ooo.  Whilst  this  underwriting  is  being 
arranged  the  solicitors  to  the  Company  will  have 
prepared  the  Memorandum  and  Articles,  and  the 
proposed  directors  will  have  met  and  approved  the 
draft  of  the  prospectus,  and  when  all  these  matters 
have  been  settled  and  the  promoter  judges  the  time 
opportune  for  a public  issue  the  Company  will  be  for- 
mally registered  in  the  manner  I have  described,  and 
the  prospectus  will  be  circulated  through  the  post  and 
advertised  in  the  newspapers,  and  should  the  public 
exercise  some  of  that  good  sense,  as  to  their  posses- 
sion of  which  I have  expressed  grave  doubts,  the 
shares  of  my  imaginary  Company  would  be  largely 
over-subscribed,  the  underwriters  would  receive  the 
commission  which  they  have  earned  for  the  risk  they 
ran,  and  the  public  aforesaid  would  find  themselves  in 
possession  of  a valuable  property,  which  with  careful 
management  would  go  on  increasing  in  value,  and  the 
shares  of  which  would  very  soon  command  a substan- 
tial premium.  In  this  picture  I have  taken  imaginary 
figures,  and  do  not  pretend  to  have  described  the 
exact  routine  of  a business  which  is  necessarily 
unknown  outside  the  office  of  a promoter,  but  I think  \ 
I have  indicated  with  sufficient  accuracy  the  pro- 
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Having  sketched  the  procedure  in  the  case  of  the 
formation  of  a genuine  Company,  let  us  see  what 
difference  there  would  be  in  a case,  not  of  fraud,  for 
we  have  not  got  so  far  yet,  but  in  the  case  of  a 
business  which  is,  like  the  Irishman’s  pig,  needing  to 
be  killed  in  order  to  save  its  life.  In  the  case  of  Mr. 

A.  B.,  the  profits  were  set  out  for  the  last  six  }’ears, 
and  were  as  follows : — 

;^i5.ooo 

15^000 

18.000 

15.000 

16,000,  and 

r 17,000 

or  an  average  of  16,000  per  annum, 

the  facts  being  that  the  profit  of  ;^i8,ooo  in  the  third 

year  was  quite  exceptional,  and  that  the  business, 

which  had,  apart  from  this  exceptional  year,  shown  a 

steady  profit  of  about  ;^i5.ooo,  had  begun  to  steadily 

increase,  as  is  shown  by  the  figures  of  the  last  three 

years.  The  business  to  which  I am  now  going  to 

refer  has  been  steadily  falling  off,  and  its  figures  for 

the  corresponding  six  years  read  as  follows 

£18,000 

17.000 

16.000 

16.000 

15.000 

14.000 


I 
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the  average  profit,  it  will  be  seen,  being  the  same  as  in 
the  former  case ; but  in  this  case,  of  course,  the  vendor 
ivould  never  dream  of  setting  out  the  profits  year  by 
^"ear,  and  the  accountant’s  certificate  will  merel}"  state 
that  the  profits  for  the  past  six  years  show  an  average 
of  ;,^i6,ooo  per  annum.  The  condition  which  is 
disclosed  by  this  falling-off  is  probably  reflected  in  the 
state  of  the  stock,  and  it  is  more  than  probable  that 
the  vendor  will  not  be  able  to  find  such  a well-known 
v’aluer  as  had  no  hesitation  in  certifying  to  the  value 
of  Mr.  A.  B.’s  business.  The  promoter  also  will  have 
greater  difiiculty  in  getting  directors.  The  vendor 
may  possibly,  for  appearance  sake,  continue  to  act  as 
1 director  for  some  little  time,  but  he  will  certainly 
aot  be  able  to  get  his  neighbours,  who  are  aware  of 
:he  true  state  of  the  facts,  to  join  him,  as  Mr.  A.  B. 
lad  no  difficulty  in  doing,  and  the  promoter  will  have 
•O  complete  his  board  with  “guinea-pig”  directors,  or 
Dossibly  an  impecunious  peer.  It  will  be  necessary, 
dierefore,  also  to  pay  larger  underwriting  commissions, 
ind  the  purchase  price  will  have  to  be  correspondingly 
ncreased.  Thus  the  unfortunate  Company  starts 
crippled  from  the  very  first,  although  I am  bound  to 
idd  that  the  probabilities  are  it  will  be  just  as  readily 
subscribed  as  was  the  other  genuine  concern.  Starting 
;vith  the  seeds  of  decay,  largely  over-capitalised,  and 
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directed  by  an  inefficient  board,  it  will  probably,  ere 
very  long,  go  into  liquidation,  and  this  fate,  though 
merited,  would  probably  call  for  little  sympathy  were 
it  not  that  every  such  disaster  is  put  down,  not  to  the 
demerits  of  the  Company  itself,  but  as  an  inevitable 
feature  of  the  system  of  limited  liability. 

I know  that  many  persons  think  this  can  only  be 
checked  by  further  legislation,  but  I have  not  yet 
seen  any  proposals  which  would  protect  the  public 
against  themselves.  I believe  it  to  be  possible  that,  if 
the  table  of  profits  I have  just  given  were  set  out  in 
the  prospectus,  the  public  might  fight  shy  of  what  is 
obviously  a decaying  business ; but  the  most  drastic 
proposals  for  amendment  have  never  yet  suggested 
that  a vendor  should  be  compelled  to  cry,  “ Stinking 
fish ! ” and  this  reform,  if  it  is  ever  to  come  about, 
must  be  at  the  hands  of  the  public  themselves. 

Tet  me  now  indicate  the  method  in  which  I think 
the  public  might,  to  a large  extent,  protect  themselves, 
even  if  things  remain  as  they  are  at  present.  To 
begin,  is  it  very  unreasonable  to  ask  that  the  investing 
public,  especially  those  who  have  but  small  amounts 
to  invest,  and  are  not  able,  therefore,  to  spread  their 
investments  very  largely,  should,  as  far  as  possible, 
confine  themselves  to  investments  in  undertakings  of 
the  nature  of  which  they  have  some  knowledge  ? I 
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T'as  once  very  severely  taken  to  task  by  a newspaper 
c ritic  for  making  a suggestion  to  this  effect,  but  his 
castigation  has  not  yet  convinced  me  that  the  idea 
i:;  unreasonable.  I know  some  investors  who  do  so 
confine  their  investments  to  Companies  carr^dngonsome 
one  particular  business,  say,  brewing,  and  the  result 
of  their  knowledge  of  the  various  Companies  in 
v'hich  they  are  interested  is  such  that  I should  never 
h esitate  to  take  their  advice  as  to  the  prospectus  of  a 
new  Brewing  Company.  The  large  investor,  of 
course,  who  can  spread  his  investments  after  the 
manner  of  a Trust  Company,  can  afford  to  be  a 
little  more  reckless  than  the  man  I have  been 
describing,  because,  even  should  one  of  his  invest- 
ments prove  defective,  the  loss  to  him  is  comparatively 
s ight. 

But  if  this  is  a counsel  of  perfection,  I think  there 
a 'e  still  some  steps  which  the  intending  investor 
should  take  for  his  own  protection.  For  instance,  I 
think  he  in  many  cases  attaches  far  too  much  im- 
p Drtance  to  the  names  of  the  directors.  I do  not 
n erely  refer  to  the  fact  that  a large  number  of 
boards  are  composed  of  ornamental  gentlemen, 
although  here,  again,  the  fault  is  entirely  due  to  the 
ir  vestigating  public,  and  their  demand  for  directors 
o]'  position  has  led  to  the  supply  of  guinea-pigs  and 


PUBLIC  COMPANIES.  25 

peers.  I have  never  been  able  to  share  the  popular 
illusions  about  the  guinea-pig ; I am  quite  sure  that 
in  many  cases  he  makes  a most  efficient  director.  It 
is  true  he  may  have  little  or  no  practical  knowledge  of 
the  particular  business  which  he  is  called  upon  to 
direct,  but  if  he  is  a mau  of  ability  and  parts  why 
should  not  he  adopt  the  profession  of  directing  Com- 
panies ? There  is  no  great  dissimilarity  in  the 
methods  of  financing  and  managing  businesses  of 
various  natures,  and  a man  of  ability  will  very  soon 
pick  up  the  necessary  technical  knowledge  that  may 
be  required.  I remember  a friend  of  mine  who  was 
accountant  to  a large  Company,  the  business  of  which 
was  of  a very  technical  character,  telling  me  of  his 
periodical  visits  to  the  chairman  prior  to  each  general 
meeting.  He  said  the  chairman,  who,  by  the  way,  was 
well  known  in  the  railway  world,  paid  no  more 
frequent  visits  to  the  office  than  to  attend  the  weekly 
board  meetings  ; but  when  the  accounts  were  sub- 
mitted to  him  in  their  final  shape  he  displayed  a 
grasp  of  the  business  which  surprised  even  my  friend, 
who  had  all  the  details  at  his  fingers’  ends. 

But  even  assuming  it  to  be  necessary  or  desirable 
that  the  directors  should  all  be  men  practically 
acquainted  with  the  business  they  are  going  to  direct, 
it  should  not  be  forgotten  that,  however  able  the  board, 
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tlie  management  of  the  Company  must  be  to  a large 
e ctent  in  the  hands  of  those  subordinates  who  have 

T 

tlie  immediate  charge  of  it.  I have  in  another  place 
made  the  suggestion  that  Companies  might  be  more 
e hciently  managed  if  they  were  in  the  hands  of  one 
c lief  officer,  call  him  managing  director,  manager,  or 
S(‘cretary  as  you  will,  who  should  have  large  powers 
vithin  certain  limits,  obliging  him  in  cases  of 
e nergency,  or  those  which  went  beyond  his  authority, 
to  call  in  the  aid  of  a committee  of  shareholders,  who 
w ould  take  the  place  of  the  present  board  of  directors. 

Il  may  be,  however,  that  the  time  is  not  yet  ripe  for  so 
far-reaching  a reform.  The  next  best  thing  is  that 
tl  e shareholder  should  know,  or  find  somebody  who 
con  tell  him,  that  the  directors  of  the  proposed 
Company  are  men  of  capacity  and  position. 

Then  let  him  consider  what  is  the  nature  of  the 
business,  and,  even  where  reasons  are  given  for  its 
sale  to  a Company,  let  him  ask  himself  why  the 
v(  ndors  should  be  parting  with  the  property,  and  if, 
having  regard  to  the  state  of  public  opinion,  the  i 

business  is  of  a kind  which  is  likely  to  advance  in 
public  favour.  I mean,  for  instance,  that  if  the  use  of 
niDtor  cars  should  grow  as  is  anticipated  during  the 
next  year  or  two,  it  would  scarcely  be  well  to  invest  in, 
sa^,  the  shares  of  a Tivery  Stable  Company,  subject  of 
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course,  to  any  special  considerations  in  particular 
r instances,  as  where  motor  cars  could  not  conveniently 

be  used.  Then,  having  made  up  his  mind  that  the 
nature  of  the  business  is  a suitable  one,  let  him  turn 
to  the  details  of  the  particular  business  in  question 
and  see  what  its  record  is. 

I would  here  again  insist  upon  the  point  to  which 
I have  referred,  that  no  investor  should  ever  be  satisfied 
with  the  bald  statement  that  the  profits  for  a series  of 
3'ears  have  averaged  so-and-so.  As  I have  already  said, 
two  businesses,  one  improving  and  the  other  as  rapidly 
decreasing,  will  show  the  same  average  profits  for  the 
same  period.  Then  it  would  be  well  to  look  at  the 
valuation  which  is  given  of  the  assets  to  be  acquired. 
I am  never  clear  in  m}^  own  mind  how  these  valuations 
are  arrived  at.  It  is  within  my  knowledge  that  some 
time  ago  an  eminent  firm  of  valuers  valued  for  a 
Company  a building  for  which  the  proprietor  a few 
w^eeks  before  was  willing  to  take  less  than  one-half  the 
valuation  at  which  it  was  acquired  by  the  Compaii}" ; 
but,  of  course,  unless  one  is  an  expert  one  cannot  go 
behind  the  figures  certified  by  a respectable  firm. 
Then,  if  the  amount  to  be  paid  for  the  goodwill  is  not 
A stated,  let  him  deduct  the  value  put  upon  the  assets 

from  the  amount  of  the  purchase  money,  and  the 
difference  in  nine  cases  out  of  ten  will  represent  the 
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amount  to  be  paid  for  goodwill.  It  is  a matter  of 
common  knowledge  that,  in  the  case  of  buying  a 
business,  a private  purchaser  will  give  about  three 
yec  rs’  purchase  of  the  goodwill.  In  the  case  of  a 
Co  npany,  something  must  fairly  be  added  to  this  to 
represent  the  cost  of  promotion,  until,  as  is  proposed, 
a C ompany  is  allowed  to  pay  these  expenses  out  of  its 
caj  ital ; but  a cursory  examination  of  any  half-dozen 
prospectuses  picked  up  at  random  will  show  that  in  a 
great  many  cases  this  amount  is  enormously  exceeded, 
anc'.,  of  course,  in  many  cases  the  shareholder  does  not 
perceive  his  mistake,  because  if  the  business  was 
got  d in  the  first  instance,  and  goes  on  increasing,  as 
the  prospectus  leads  him  to  anticipate,  the  profits  will 
be  sufficient  to  pay  the  promised  dividends,  and  the 
shareholder  probably  never  realises  that  he  has  paid 
for  future  profits  earned  by  his  own  capital,  instead  of 
giv  ng  a fair  value  for  the  business  as  it  stood.  A 
recent  case  is  in  my  mind  in  which  it  is  fair  to  say 
the  profits  were  set  out  for  a number  of  years,  where 
the  estimates  of  dividend  were  based  upon  an  average, 
alth  ough  the  figures  showed  a progressive  decrease  for 
the  last  few  years,  and  the  amount  of  the  goodwill, 
worked  out  as  I have  suggested,  was  about  eight  years’ 
purchase  of  these  average  profits,  and  was  some 
thir  :een  years’  purchase  of  the  poor  year,  and  yet  the 
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capital  of  this  Company  was  largely  over-subscribed. 
On  one  day  recently  I had  to  examine  the  prospectuses 
of  three  projected  Companies.  In  one  case  the 
purchase  price  included  one  year’s  purchase  of  the 
profits,  in  the  second  case  four  years,  and  in  the  third 
eight. 

Now  for  the  case  of  a swindle,  and  I shall  perhaps 
not  be  unjust  in  thinking  that  these  are  more 
generall)^  associated  with  mining  enterprises  than  any 
other ; I will,  at  all  events,  assume  that  this  particular 
swindle  is  the  case  of  a gold  mine.  There  is  a case  on 
record,  the  details  of  which  I have  not  by  me,  in 
which  a Company  was  formed  and  floated  to  carry  on  a 
gold  mine  which  was  eventually  found  to  have  no 
existence  at  all ; but  this  was  an  exceptional  and  very 
inartistic  method  of  procedure.  To  carry  out  the 
operation  successfully  there  must  be  a mine  of  some 
kind  to  start  with — probably  a property  which  has 
been  already  worked,  and  abandoned  because  it  was 
not  possible  to  work  it  at  a profit ; but  there  will,  of 
course,  be  some  gold  about  the  property,  and  it  is 
probable  it  will  contain  a few  rich  spots,  which  may 
be  relied  on  for  giving  samples.  In  this  case  the 
same  legal  formalities  have  to  be  gone  through  as  in 
the  case  of  a genuine  Company,  but  it  is  more  than 
likely  the  Company  will  never  be  publicly  advertised 
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in  -he  usual  manner.  It  may,  of  course,  be  considered 
th£t  in  the  condition  of  the  market  a successful  issue 
may  be  made,  and  if  so  the  Company  will  go  to  allot- 
meat  on  whatever  the  amount  of  the  subscription  may 
be  but  it  is  not  to  this  direct  appeal  that  the  promoters 
I look  for  their  profit. 

The  purchase  money  will  all  be  taken  in  fully-paid 
shares,  and  as  soon  as  possible  arrangements  will  be 
made  with  a firm  of  outside  brokers  (so  called  because 
^ they^  are  not  members  of  the  Stock  Exchange,  but 

the,  are  outside  a good  deal  else  than  the  walls  of 
tha;  august  institution)  to  dispose  of  the  shares.  It 
is  1 ere  that  the  “ financial  ” newspaper  plays  an  im- 
por;ant  part.  The  production  of  these  journals  is  an 
art  of  its  own.  The  most  ingenious  form  is  that  of  a 
paper  professing  to  pay  special  attention  to  the 
, inte  rests  of  investors,  and  to  protect  them  from  the 

wih  s of  unscrupulous  promoters.  I should  have  said 
, tha1  the  title  of  the  Company  we  are  discussing  is  the 

“ S'\ /indie  Gold  Mine.” 

Now,  the  newspaper  in  question  will  probably  corn- 
met  ce  with  several  pages  of  short  paragraphs  largely 
personal  in  form,  in  which  the  public  will  be  con- 
gratulated on  the  exposure  of  this  and  that  swindler, 
and  credit  will  be  taken  that  the  proprietors  were  the 
first  to  warn  the  public  against  such  and  such  a bogus 

I 
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Compan}".  Closer  scrutiny  of  these  columns  will 
^ probabl}^  reveal  a paragraph  that  the  latest  crushings 

reported  by  the  “Swindle  Gold  Mine”  showed  sur- 
prisingly good  results.  Following  the  paragraphs  will 
probably  be  one  or  two  somewhat  colourless  leaders 
on  the  state  of  the  money  market,  the  prospects  of 
trade,  &c.  There  will  then  follow  an  article  on  the 
advisability  of  investors  averaging  their  holdings,  and 
pointing  out  that  the  present  is  an  opportune  moment 
for  doing  this  and  taking  advantage  of  the  present 
low  prices.  It  will  be  pointed  out  that  we  do  not  as  a 
rule  give  advice  to  investors,  but  we  would  mention  as 
• an  exceptional  case,  and  as  an  illustration,  three  in- 
vestments which  we  think  extremely  judicious  at  the 
moment.  Then  follow  the  names  of  two  undoubtedly 
reputable  Companies,  and  sandwiched  between  them 
is  the  “ Swindle  Gold  Mine.”  The  “ Answers  to  Cor- 
respondents” will  also  contain  several  references  to 
this  dOvSirable  investment,  and,  under  one  heading  or 
another,  the  enterprise  is  frequently  alluded  to.  I do 
f not  wish  to  labour  this  point  unduly,  and  I am  not 

quoting  any  particular  case,  but  a reader  who  took  up 
the  paper  in  question  in  the  faith  that  it  was  a genuine 
: ^ organ  of  public  opinion  would  undoubtedly  come  to 

the  conclusion  that,  in  these  times  of  unscrupulous 
finance  and  rotten  Companies,  if  there  was  one 
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enterprise  which  was  distinguished  for  its  honest 
oundation  and  brilliant  prospects,  that  enterprise 
vas  the  “Swindle  Gold  Mine.” 

The  brokers  in  question  will  prepare  a circular, 
•vhich  will  contain  a brief  and  not  very  definite  state- 
ment as  to  the  history  and  position  of  the  Company, 
in  which  the  results  of  trial  assays  and  some  recent 
( rushings  wall  be  set  out  very  conspicuously,  and  they 
Avfill  inform  all  and  sundry  that  they  have  a few  of  the 
shares  to  sell,  at,  say,  17s.  6d.  There  can  be  little  doubt 
that  if  the  prospects  shadowed  forth  by  the  first  trials 
j re  maintained  that  the  shares  will  very  shortly  be  sale- 
i ble  at  a considerable  premium.  The  few  that  are 
1 ow  offered  have  simply  come  on  the  market  in  conse- 
cuence  of  a death,  and  “our  clients”  are  strongly 
advised  to  pick  them  up  while  they  are  still  to  be  had  a 
targain.  The  circular  is  sent  broadcast,  mainly  in  the 
CDuntry,  and  is  accompanied  by  the  newspaper,  in 
which  some  of  the  passages  relating  to  the  “Swindle 
Crold  Mine”  are  marked  in  blue  ink.  The  length  of 
t:  me  for  which  this  operation  is  kept  up  will  depend  a 
good  deal,  first,  on  the  result  of  the  venture,  and, 
S'icondly,  on  how  the  mine  itself  turns  out.  If  sufii- 
c ent  show  can  be  made  of  trial  crush ings,  and  so  on, 
tlie  operation  will  probably  be  repeated  until  the 
vendors  think  they  have  got  sufficient,  or  until  it  is 
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j impossible  any  longer  to  keep  up  the  pretence  of  there 

* , being  a paying  property.  As  the  whole  of  the  pro- 

I perty  was  probably  acquired  for  a mere  song,  it  is 

evident  that  the  sale  of  quite  a small  number  of  shares 
would  return  a handsome  profit  to  the  vendors  and 
promoters. 

So  long  as  there  is  a gullible  public,  ever  ready  to 
believe  that  there  are  numerous  persons  prepared  to 
give  away  prospective  fortunes,  it  is  difficult  to  see 
how  this  particular  swindle  is  to  be  ended.  The  Bill 
to  amend  the  Companies  Acts  which  was  introduced  in 
the  Session  of  1896  will  not  touch  this  particular  kind 
^ of  fraud,  as  it  proposes  to  exempt  Companies  which 
do  not  issue  a prospectus  from  many  of  the  provisions, 
applicable  to  all  other  Companies,  which  are  intended 
to  prevent  fraud.  I am  not  aware  of  the  extent  to 
which  such  practices  as  I have  described  prevail. 
The}"  are  undoubtedly  not  uncommon,  or  the  brokers 
and  journalists  in  question  would  not  find  an  occupa- 
tion, but  I have  referred  to  this  subject  at  some  length 
in  order  to  emphasise  the  point  that  this  particular 
swindle  is  not  due  to  the  existence  of  the  system  of 
limited  liability.  It  takes  advantage  of  facilities 
afforded  by  these  Acts  in  precisely  the  same  manner 
that  the  swell  mob  avail  themselves  of  the  opportunity 
of  a public  funeral  at  St.  Paul’s  to  relieve  the  less 
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suspecting  visitors  of  their  portable  property,  but  I 
have  not  yet  heard  it  suggested  that  public  funerals 
should  be  abandoned  because  a certain  percentage  of 
thefts  take  place  on  these  occasions. 

The  gentleman  who  bu5^s  for  three-halfpence  a 
purse  into  which  he  saw  three  half-crowns  placed  is 
entitled,  I believe,  when  he  finds  out  his  mistake,  to 
have  the  itinerant  merchant  prosecuted  for  obtaining 
money  by  a false  pretence,  but  I do  not  think  he  gets 
much  sympathy  from  anyone  with  his  wrongs,  and  it 
seems  to  me  that  no  more  compassion  is  required  for 
the  investor  who  purchases,  from  a man  of  whom  he 
knows  nothing  whatever,  on  the  strength  of  recom- 
mendations in  a newspaper  of  which  he  never  heard 
before,  and  which,  by  the  way,  he  will  probably  never 
see  again,  shares  which  he  is  confidently  assured  will 
be  worth  a very  large  premium  in  a comparatively 
short  time.  Punish  the  rogues  by  all  means,  when- 
ever and  wherever  you  find  them,  but  do  not 
stigmatise  Public  Companies  because  they  are  made 
an  occasional  cloak  for  roguery. 

The  financial  newspaper  which  I have  described  is 
an  invention  which  is  capable  of  many  uses.  In  one 
case  the  proprietor,  who  purported  to  carry  on  the 
business  of  a stock  and  share  dealer,  having  procured 
a list  of  shareholders,  and  having  picked  out  some  of 
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the  larger  holders,  wrote  asking  if  they  cared  to 
^ acquire  further  shares  in  what  he  believed  to  be  a 
sound  undertaking,  while  at  the  same  time  he  wrote 
to  a large  number  of  smaller  holders,  who  presumably 
would  be  more  easily  frightened,  recommending  them 
to  sell,  and  enclosing  at  the  same  time  a copy  of 
the  publication  in  question,  which  described  the 
Company  (a  very  reputable  one,  by  the  wa}-)  as 
something  not  much  better  than  a swindle.  I do  not 
know  how  man}'  Companies  became  the  objects  of  his 
attentions,  but  I know  that  in  one  case  he  induced  a 
person,  who,  being  a Scotchman,  might  have  known 
V better,  to  sell  his  holding,  and  forward  the  documents 
for  that  purpose  to  him,  on  a promise  of  re-investing 
in  what  he  described  as  a sound  industrial  under- 
taking, which,  in  fact,  was  almost  as  barefaced  a fraud 
as  the  person  who  recommended  it.  It  is,  perhaps, 
needless  to  say  that  the  shareholder  in  question 
received  neither  cash  nor  shares,  and  I believe  he 
found  eventually  that  the  legal  proceedings  which  he 
contemplated  taking  were  not  likely  to  lead  to  a 
successful  result. 

May  I give  still  further  advice  to  intending 
# investors?  If  so,  I would  say.  Do  not  be  satisfied 
with  having  selected  what  you  believe  to  be  an 
honest  and  probably  profitable  undertaking,  and 
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sit  down  with  your  hands  folded,  content  to  receive 
an  occasional  dividend,  but  taking  no  further  interest 
in  the  Company  in  which  }='ou  are  concerned.  Study 
the  report  and  accounts  for  yourself,  and  be  quite 
satisfied  in  your  own  mind  that  while  the  results 
are  good  it  is  impossible  they  should  be  better. 
How  often  do  we  hear  the  chairman  of  a successful 
Company  explain  the  small  attendance  at  a general 
meeting  by  the  satisfactory  dividend  which  is  about 
to  be  declared.  Surely,  if  you  are  perfectly  satisfied 
that  the  best  has  been  done  in  your  interests,  it  would 
be  only  common  courtesy  to  come  occasionally  to  a 
general  meeting,  and  show  by  your  presence,  if  not 
by  your  speech,  that  you  appreciated  the  efforts  which 
your  board  have  been  making  in  your  interests.  In 
very  many,  I might  say  most,  of  the  Companies 
which,  if  not  brilliantly  successful,  are  steadily 
remunerative,  the  amount  of  fee  which  a director 
receives  is  poor  remuneration  for  the  time  and 
attention  which  he  is  obliged  to  give,  and  it  would, 
r am  sure,  be  often  grateful  to  directors  to  feel  that, 
if  they  received  no  large  amount  of  cash,  the  efforts 
which  they  had  been  making  during  the  past  year  had 
been  appreciated  by  those  present  at  the  general 
meeting. 

I would  also  revert  to  the  Articles  of  Association, 
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and  would  suggest  that  }^ou  make  a study  of  them, 
and  find  out  what  are  the  powers  of  shareholders  and 
directors,  and  that  you  should  also  acquire  some 
knowledge  of  the  practice  and  procedure  at  public 
meetings.  Then,  should  things  go  wrong,  and  should 
you  have  just  cause  to  complain  of  the  action  of  }’our 
directors,  }"ou  will  have  some  knowledge  of  how  to 
set  about  the  redressing  of  your  grievance,  and  3"ou 
will  know  what  steps  it  is  possible  for  3"Ou  to  take  at 
a general  meeting  or  otherwise,  and  how  }"Ou  should 
set  about  them.  I don’t  think  it  is  likely  that  even 
defects  in  Articles  of  Association  would  for  aii}^  length 
o of  time  effectually  bar  dissatisfied  shareholders  from 
obtaining  redress,  but  it  is  unquestionably  true  that 
an  unscrupulous  board,  taking  advantage  of  Articles 
either  carelessly  or  intentionally  badly  prepared, 
might  legally  interpose  very  considerable  delay. 
And  if  you  should  be  driven  to  the  conclusion  that 
you  must  have  a committee  of  inspection  or  examina- 
tion, be  very  certain  that  the  committee  is  not  the 
creation  of  some  gentleman  with  an  axe  to  grind,  and, 
if  you  ca?i,  obtain  a self-den>dng  ordinance  that  no 
member  of  the  committee  will  go  upon  the  new 
board. 

I should  like  to  say  something  about  the  ques- 
tion of  the  Stock  Exchange  and  the  quotation  of 
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Companies’  shares,  but  this  is  a question  upon  which 
a secretary  should  perhaps  have  no  opinions,  although 
some  secretaries  do  acquire  a considerable  amount  of 
knowledge  of  the  working  of  the  institution  which 
regulates  the  traffic  in  their  Coni])anies’  shares.  I 
suppose  there  never  was  a secretary  who  was  not 
asked  more  than  once  why  the  shares  of  his  Company 
were  quoted  at  such  a low  price,  and  I should  imagine 
that  his  reply,  that  the  Company  cannot  control 
the  price  of  its  shares  in  the  market,  is  received 
in  most  cases  with  incredulity,  and  yet  this  ought 
to  be  one  of  the  most  obvious  of  facts.  The  question 
of  the  price  to  be  obtained  for  a share  at  any 
given  time  must  always  depend  on  the  number  of 
sellers  and  the  number  of  buyers.  The  business  of 
the  Stock  Exchange  is  not  philanthropy,  and  if  you 
have  a share  to  sell,  and  do  not  know  of  anyone 
prepared  to  buy  it,  you  will  probably  have  to  part 
with  it  at  some  price,  possibly  far  below  its  intrinsic 
value,  to  a dealer,  who  will  be  content  to  take  the  risk, 
because  he  realises  that  the  share  is  worth  more  than 
he  gives  for  it,  and  that  sooner  or  later  a purchaser 
will  turn  up.  It  should  not  be  forgotten,  also,  that  the 
prices  which  are  sent  out  from  the  Stock  Exchange 
do  not  represent  actual  transactions,  except  where  it 
is  so  stated,  but  are  prices  supplied  by  the  dealers, 
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and  unless  there  is  what  is  known  as  a free  market  it 
is  by  no  means  certain  that  3^ou  will  be  able  either  to 
buy  at  the  one  price  or  to  sell  at  the  other  ; and  if 
shareholders  are  prepared  to  take  alarm  at  the  first 
rumour  of  misfortune  which  they  hear,  and  endeavour 
to  force  the  sale  of  their  shares,  they  will  undoubted!}" 
see  the  price  of  their  shares  rapidly  fall,  until  there 
will  be  a point  at  which  they  are  unsaleable  at  any 
price,  although  it  may  be  undoubtedly  a fact  that  they 
are  intrinsically  worth  more  than  their  nominal  value. 


An  abstract  of  the  foregoing  was  published  in 
The  Times  of  7th  September,  1897,  and  is  now  re- 
produced in  its  expanded  form  by  special  permission, 
for  which  permission  I have  pleasure  in  recording 
my  thanks  to  the  Proprietors.  The  Times  of  the 
same  date  contained  the  following  leader  on  the 
subject : — 

“ The  much-discussed  measure  for  amending  the 
“ Companies  Acts  did  not  become  law  last  Session, 
“ and  a communication  from  a secretary"  of  a joint 
“ stock  Company,  published  by  us  to-dayy  gives 
“ some  reasons  why  the  delay  is  no  matter  for 
“ regret.  He  thinks  that  we  have  heard  too  much 
“ of  the  fraudulent  promoter  and  the  innocent  in- 
“ vestor,  and  too  little  of  the  solid  concerns  yearly 
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“ launched,  and  of  the  subscriber  who  goes  with  his 
“ eyes  open  and  with  light  heart  into  a gambling 
“ transaction,  and  who  bemoans  his  lot  if  he  loses 
“ his  money  by  the  throw  of  the  dice.  In  our 
“ correspondent’s  view,  no  legislation  can  prevent 
the  floating  of  Companies  which  are  bound  to 
‘ go  into  liquidation  ; and  he  illustrates  his  point 
by  reference  to  two  private  businesses  which  it  is 
desired  to  transform  into  Companies.  Of  both 
‘ one  could  truly  say  that  their  average  annual 
‘profits  for  the  last  six  years  had  been  ^16,000; 

‘ the  difference  being  that  the  one  was  a growing, 

‘ the  other  a falling,  business,  that  in  the  one  case 
‘ the  profits  of  the  last  years  were  larger  than  that 
‘ average,  in  the  other  case  they  were  smaller.  In 
‘ the  case  of  the  declining  business  the  promoter 
‘ would  have  a difiiculty  in  getting  directors  of  sub- 
“ stance  to  sit  on  the  board.  It  would  be  necessary 
“to  pay  large  underwriting  commissions,  and  the 
“purchase  price  would  be  unduly  increased.  The 
‘ concern  would  start  ‘ over-capitalised,’  and  it 
“would  be  pretty  sure  to  go  into  liquidation.  But, 
“according  to  our  correspondent’s  experience,  a 
“ gullible  public  is  just  as  likely  to  take  shares  in 
“ the  unsound  concern  as  in  that  which  has  a future 
“ before  it.  Few  investors  take  the  trouble  to  analyse 
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“ the  meagre  facts  supplied  to  them.  They  are  be- 
“ wildered  as  soon  as  they  attempt  to  estimate  the 
“ real  value  of  the  concern  put  before  them.  Our 
“ correspondent  gives  some  hints  as  to  the  best  mode 
“ of  estimating  the  amount  really  paid  for  goodwill 
“ and  promotion  expenses.  But  he  is  not  hopeful 
“ that  those  who  have  hitherto  believed  that  people 
“ in  possession  of  flourishing  businesses  are  ready 
“ to  give  them  away  to  the  public  will  ever  be 
“ disabused  of  their  folly.  The  promoter  is  the 
“ modern  equivalent  of  the  alchemist.  The  clumsi- 
“ ness  of  his  devices  counts  for  little  so  long  as 
“ there  is  credulity  and  cupidity.  Some  of  the  evils 
“ adverted  to  by  our  correspondent  would  not  be 
“ cured  by  the  Companies  Bill  of  last  Session.  With 
“ our  correspondent’s  contention  that  the  interests 
“ of  honest  concerns  must  be  thought  of  we  must 
“ agree  ; and  there  is  no  denying  the  existence  of 
“ apprehensions  among  men  of  business  that  the 
“ strictness  of  some  of  the  proposals  formulated  in 
“ the  Government  Bill  may  deter  prudent  men  from 
“ undertaking  the  office  of  director  or  auditor.  The 
“ man  who  has  nothing  to  lose,  or  who  is  not  in- 
“ telligent  enough  to  appreciate  the  risk  he  runs, 
“ will  come  on  any  board,  irrespective  of  the  liabili- 
“ ties  which  he  assumes.  A harsh  Company  Act 
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“ may  repel  people  of  fortune  and  character.  Our 
“ correspondent  might  have  strengthened  his  case 
“ by  adding  that  shareholders  have  already  large 
“ powers  for  their  protection  which  they  rarely 
“ exercise. 

“ He  pushes  his  point  too  far  if  he  would  have 
“ us  believe  that  the  existing  Acts  give  all  that  is 
“ needed  for  the  protection  of  honest  men.  The 
“ fact  which  confronts  the  lyegislature  is  that  not 
“ merely  fools,  but  intelligent  members  of  the  public, 
“ are  often  deceived,  and  that,  with  the  existing  com- 
“ plexity  of  affairs,  prospectuses  and  declared  contracts 
‘ ‘ may  be  as  unintelligible  to  men  of  ordinary  capacity 
“ as  a doctor’s  prescription  or  an  engineer’s  formulae. 
“ They  have  not  the  business  training  or  imagination 
“ requisite  to  enable  them  to  understand  what  the 
“ intricate  schemes  put  before  them  really  mean. 
“ The  state  of  things  is  different  from  what  it  was  in 
“ 1862  and  1867,  the  dates  of  the  first  Companies  Acts. 
“ The  perils  in  the  path  of  the  investor  were  then 
“ comparatively  few  and  simple.  He  had  to  be  on  his 
“ guard  as  to  all  statements  in  the  prospectus.  He 
“ had  to  watch  that  the  promoter  lurking  in  the 
“ background  did  not  get  an  unfair  advantage.  Nowa- 
“ days  all  sorts  of  other  subtle,  indirect  evils  and 
“ perils  must  be  thought  of.  The  large  capital  which 
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“ is  dangled  before  the  eyes  of  the  investor  maj’  be  a 
“ fiction ; it  never  represented  assets,  or  they  have 
“ long  ceased  to  exist.  Credit  inaA^  be  obtained  on 
“ goods  purchased  on  the  faith  of  statements  as  to 
“ capital  wdiich,  if  in  one  sense  true,  are  calculated  to 
“ deceive.  It  is  the  fashion  nowada}"s  to  start  a 
“ Company  wdth  seven  subscribers  for  only  one  share 
“ apiece.  This  often  means  a one-man  Company,  and 
“ a one-man  Company  may  be  a legitimate  concern. 
“ It  may  be  necessary  for  carrying  out  a family 
“ arrangement ; but  it  may  be  machinery  for  palming 
“ off  a fraud.  It  is  notorious  that  Companies  bearing 
“ different  names  are  called  into  existence  solely  to 
“give  countenance  to  each  other;  that  Company  A 
“ supports  Company  B,  and  that  B is  supported  by  C ; 
“ and  that  all  three  may  be  mere  noms  de  guerre  for 
“ enabling  a solicitor  and  an  auctioneer  to  float  an 
“ enterprise  which  must  have  sunk  if  their  names  had 
“ been  revealed.  The  few  persons  really  interested 
“ may  be  a predatory  gang.  A Company  may  keep  in 
“the  background;  it  may  never  invite  the  public  to 
“ subscribe  ; the  shares  may  be  held  by  a few  persons 
“ who  do  not  part  with  them  ; it  may,  nevertheless,  be 
“ a device  for  borrowing,  by  means  of  debentures  or 
“ otherwise,  money  wherewith  to  carry  on  at  a loss  a 
“ hopelessly  embarrassed  concern.  We  are  more 
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familiar  than  our  fathers  were  with  the  Company 
‘ which  is  a mere  trick  for  borrowing  money  or 
‘ obtaining  goods  with  no  likelihood  of  paying.  The 
‘ promoter  knows  his  business  much  better  than  he 
‘ did ; and,  even  if  he  is  all  that  he  ought  to  be,  there 
‘ is  no  knowing  what  tactics  someone  who  has 
‘ underwritten  the  shares  is  employing.  Notwith- 
standing  all  that  legislation  has  done  to  guard  the 
‘ issue  of  paid-up  shares,  the  evils  connected  there- 
“ with  have  changed  rather  than  diminished.  It  is 
useless  to  tell  the  ordinary  member  of  the  public  to 
‘ look  into  all  these  matters  before  he  takes  shares  or 
“ trusts  his  money  or  his  goods  to  a Company  making 
“ fair  promises.  He  has  not  the  time  or  the  know- 
“ ledge  necessary  to  make  the  investigation.  His 
‘ enemies  are  experts ; he  is  a novice  ; and  he  is  at 
“ their  mercy  even  if  he  has  suspicions.  The  Com- 
“ panies  Bill  ought  to  be  examined  still  further  in  the 
“ light  of  the  criticisms  of  those  who,  like  our 
“ correspondent,  have  their  minds  directed  to  the 
“ great  mass  of  honestly-conducted  Companies.  But 
“ we  shall  be  much  surprised  if  the  result  is  to 
“ modify  considerably  in  favour  of  the  promoter  a 
“ measure  which  is  a long  and  carefully-considered 
“ compromise.” 

It  is  curious  to  see  how  some  of  those  who  from 
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their  position  have  the  best  opportunities  of  noting 
, how  easy  it  is  to  drive  a coach-and-six  through  an  Act 

of  Parliament  should  be  foremost  in  clamoring  for 
further  and  more  repressive  legislation.  It  is  true 
there  are  some  excellent  provisions  in  the  proposed 
Bill,  but  I know  I am  not  voicing  my  own  opinion 
only  when  I assert  that  many  of  its  proposals  will 
intensify  the  evils  they  profess  to  remove.  If  it  be 
true,  as  the  Cords’  Committee  assert,  that  the  clauses 
to  which  objection  has  been  taken  only  set  out  what 
is  already  law  (in  which  case  they  would  seem  to  the 
lay  mind  to  be  unnecessary),  it  is  nevertheless  felt  by 
r many  very  competent  judges  that  their  recital  in  a new 
Act  will  serve  mainly  to  invite  the  attention  of  the 
malodorous  gentry  who  live  by  blackmailing  and 
wrecking  Companies.  Those  foul  excrescences  are 
well  known  in  the  City,  though  it  is  obvious  that  a 
large  measure  of  secrecy  is  essential  to  the  success  of 
their  schemes.  The  more  penal  clauses  which  are 
introduced  into  an  Act,  the  greater  the  opportunity  to 
the  blackmailer  to  threaten  an  action  at  law  in  respect 
of  some  transaction,  perfectly  innocent  at  the  time, 
which  may  have  resulted  unfortunatel}^  and,  3^ears 
afterwards,  in  the  light  of  subsequent  events,  may  look 
imprudent. 

Some  directors  are  weak  enough  to  compromise 
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1 ather  than  undergo  the  publicity  and  the  certainty  of 
heavy  costs  in  any  case,  and  in  the  cases  which  are 
fDUght  there  is  always  great  anxiety  and  inevitable 
expense.  I question  if  the  fees  of  even  a well-paid 
c irector  compensate  him  for  such  a risk,  and  if  the 
lisk  is  to  be  further  enlarged  it  is  doubtful  to  see 
^.^hat  counter-attraction  is  to  be  held  out  to  induce 
men  of  character  to  accept  the  position. 

In  proof  that  this  danger  is  not  an  imaginary  one  let 
1 le  relate  an  example  which  is  vouched  for  b}'  a friend. 
1 L Company  was  being  formed,  the  prospectus  of  which 
\;as  intended  to  be  circulated  in  England  and,  say, 
(Canada.  Prior  to  its  issue  the  Canadian  friends  of  the 
I oard  wrote  asking  that  a specified  amount  of  the 
capital  should  be  “reserved”  for  them.  The  English 
c irectors,  interpreting  this  in  the  usual  way,  inserted 
a statement  in  the  prospectus  that  such  specified 
amount  had  been  “subscribed”  in  Canada.  When 
tie  Company  went  to  allotment  it  was  found  that  the 
Canadian  friends  had  only  intended  to  ask  for  an 
option  to  subscribe,  which  they  eventually  exercised  to 
a lesser  extent  than  had  been  set  out.  The  fact  had 
r o detrimental  effect  on  the  Company,  w'hich  was  duly 
f )rmed,  and  was  for  many  years  very  successful.  But 
troubles  came  from  another  source,  and  it  was  neces- 
sary to  wind  up  and  reconstruct,  with  the  necessary 
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result  of  loss  to  the  shareholders.  Meanwhile,  one  of 
the  Company’s  advisers,  who  had  been  at  the  time fodly 
eognisant  of  the  facts  I have  me7itioned,  had  fallen  out 
with  the  directors,  and  from  being  a friend  became  a 
foe.  His  next  appearance  on  the  stage  was  as  con- 
ducting a series  of  actions  brought  by  various  dis- 
satisfied shareholders  against  the  directors  and  some 
of  the  officials  on  the  ground  of  misrepresentation  in 
the  prospectus.  These  actions,  after  the  usual  dela3’S, 
came  into  court,  and  the  plaintiffs  counsel  and  wit- 
nesses occupied  two  days  in  putting  their  case.  At 
the  close  of  the  second  day  the  plaintiff’s  counsel 
unreservedly  withdrew  all  the  imputations  and  consented 
to  a verdict  for  the  defendants.  The  Judge,  of  course, 
ordered  this  to  be  done,  and  no  close  observer  of  the 
public  sentiment,  which  I am  endeavouring  to  combat, 
will  be  surprised  to  hear  that  some  of  the  jury  asked  if 
the}^  must  return  such  a verdict,  as  they  wished  to  find 
for  the  plaintiff ! 

In  my  own  hearing  one  notorious  wrecker,  who 
had  brought  a series  of  unsuccessful  actions  against  a 
group  of  directors,  explained  that  his  object  was  to 
get  better  terms  for  himself  than  had  fallen  to  the  lot 
of  his  co-shareholders. 

No,  gentlemen,  suppose  >’ou  remove  some  of  the 
blots  as  to  which  we  are  all  agreed,  and  then  give  us 
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£ rest  for  a little  while,  trusting  to  the  existing  law  to 
ledress  legitimate  grievances,  and  giving  no  further 
chances  of  harassing  people  who,  albeit  they  are  Com- 
])any  directors,  are  in  the  main  just  as  honest  as  their 


neighbours. 


On  the  day  following  the  publication  in  The  Times, 
the  Financial  News,  which  has  ever  been  a kindly 
critic  of  my  views,  published  the  following  leader  : — 

“THE  ETHICS  OF  CAPITALISATION. 

“We  are  glad  to  see  The  Times  taking  up  the  wide 
‘ question  raised  by  our  article  of  the  24th  ult.  under 
‘ the  above  heading.  We  trust  that  this  further  ven- 
‘ tilation  of  the  subject  will  help  towards  a better 
‘ understanding  of  it  on  the  part  of  the  general  public. 
‘ Nevertheless,  we  must  say  that  the  Company  secretary 
‘ who  contributes  the  lengthy,  elaborate,  and,  on  the 
‘ whole,  able  article  to  The  Times,  is  somewhat  un- 
‘ fortunate  in  his  selection  of  illustrations.  Subjoined 
*'  is,  for  instance,  an  abstract  of  his  example  of  the 
‘ formation  of  what,  in  another  part  of  the  article,  he 
“ calls  a genuine  company : ‘ The  Company  which  I 
“ ‘ propose  to  take  as  an  illustration  is  to  be  formed  to 
“ ‘ acquire  the  business  of  Mr.  A.  B.,  who  is  selling  for 
“ ‘ family  reasons,  which,  for  my  purpose,  must  be  taken 
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‘ to  be  entirely  satisfactory.  Let  me  assume  that  his 
‘ plant,  fixtures,  stock,  &c.,  are  worth  50,000,  and 
‘ that  his  average  profits  have  been  over  a term  of 
‘ years  about  16,000  per  annum.  This,  on  a fair 
‘ valuation  of  three  years’  purchase  of  goodwill,  say, 

‘ ;^50,ooo,  would  bring  up  the  value  of  the  business  to 
‘ ;^'’ioo,ooo,  the  sum  he  is  prepared  to  accept,  and  he  is 
‘ willing  to  take  one-third  of  the  purchase  price  in 
‘ shares,  the  largest  amount  which  it  is  permissible  to 
‘ allot  to  him,  provided  it  is  intended  to  apply  for  a 
‘ Stock  Exchange  quotation.’  [Here  follows  a des- 
cription of  intermediate  processes.]  ‘ In  fixing  the 
‘ amount  of  the  capital,  it  is  now  necessar}-  to  consider 
‘ what  should  be  added  to  the  purchase  price  for 
‘ working  capital  and  for  the  expenses  of  promotion. 

‘ I will  assume  ;^io,ooo  for  each,  which  would  bring 
‘ the  total  capital  up  to  ;^i  20,000.  This  may  be  divided 
‘ into  ;^6o,ooo  in  six  per  cent,  preference  shares  and 
‘ ;^6o,ooo  in  ordinary  shares.  The  profits  of  ;^i6,ooo 
‘ would  thus  show  sufficient  to  pay  6 per  cent,  on  the 
' ‘ preference  shares,  £3,600,  and,  say,  12  per  cent,  on 
‘ ‘ the  ordinary  shares,  £'],2oo,  or  ;j^io,8oo  in  all,  leaving 
‘ ‘ £3,200  for  expenses  and  to  make  provision  for  a 
‘ ‘ reserve  fund.  . . . The  prospectus  . . will 

‘ ‘ then  state  that  the  purchase  money  to  be  paid  to  Mr. 
‘ ‘ A.  B.  is  ;^i  10,000,  payable  as  to  one-third,  or;^36,ooo 
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‘ odd,  in  shares,  and  the  balanee  in  cash,  which  will 
” ‘ leave  ^^io,ooo  for  working  capital.’ 

“ Here  is  a vendor  who  is  making  ;^i  6,000  per  annum 
“profit,  and  sells  the  business  for  ;^i  10,000,  taking 
“ only  a third  of  the  capital  in  shares,  so  as  to  comply 
“with  the  Stock  Exchange  rules  as  to  the  granting  of 
“quotations.  Now,  see  how  this  works  out  for  this 
“ vendor.  According  to  the  figures  set  out  in  the 
“ quotation  he  gets  ^36,000  in  shares  and  ^74,000  in 
“cash,  the  preference  shares  bearing  6 per  cent,  and 
“the  ordinary  assumed  to  earn  12  per  cent.  There 
“are  several  ways  in  which  this  can  be  worked  out, 
“ and  they  are  all  instructive  : — 


I. 

/ 18,000  Preference  Shares  at  6 per  cent,  per  annum  ...  ^1,080 

18.000  Ordinary  Shares  at  12  per  cent,  per  annum  ...  2,’i6o 

74.000  reinvested  at  4 per  cent 2,960 


1 10,000  Income  ... 

II. 

^36,000  Ordinary  at  12  per  cent.  ... 

74,000  reinvested  at  per  cent.  ... 


...  ;66,20o 

z^4o20 

2,980 


^110,000  Income  ... 

III. 

_)636,ooo  Ordinaiy  at  12  per  cent.  ... 

74,000  reinvested  at  1 5 per  cent.  ... 


;^7>28o 

A, 320 

• ••  •••  IIjl  00 


^110,000  Income  ^15,420 

“ This  would  indeed  be  a genuine  company  from 
‘ the  public  point  of  view.  If  the  cash  consideration 
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“were  reinvested  at  good  current  rates  of  interest  and 
“the  prospectus  promises  were  fulfilled,  the  vendor 
“would  lose  from  ;^8,ooo  to  ;^io.ooo  per  annum  out  of 
“his  previous  income  of  ;,^i6,ooo;  and  all  for  the 
“ pleasure  of  transferring  the  business  to  intermediaries 
“ and  the  public.  Even  if  he  could  reinvest  the  cash  at 
“15  per  cent,  he  would  still  be  short  of  the  old  income. 
“ Vendors  of  this  kind  are  scarce,  and  we  hardly  think 
“ The  Times  contributor  saw  what  his  figures  were 
“ leading  him  to.” 

I am  not  disposed  to  carp  at  the  fact  that  the 
precise  details  of  the  illustration  I selected  had  little 
* bearing  upon  my  argument.  I am  not  convinced  that 
I was  so  far  out  in  my  figures.  I maintain  that  an 
honest  vendor  who  got  the  full  value  of  the  cash  he 
had  put  into  his  business,  plus  three  years’  purchase 
of  his  profits  as  goodwill,  would  be  making  a fair 
bargain,  and  my  point  was  that  he  did  not  ask  more 
from  a Company  than  from  a private  buyer.  It  is 
obvious  that  a business  man  who  withdrew  his  capital 
from  a business  which  paid  him  high  interest,  but 
which  is  also  subject  to  the  risks  of  fluctuation, 
inherent  to  all  manufacturing  concerns,  and  re- 
^ invested  the  money  to  pay  him  four  per  cent.,  must 
submit  to  a considerable  loss  of  income.  On  the 
other  hand,  he  would  gain  greater  security,  and  it  is 
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fair  to  point  out  that  if  the  business  of  the  Company 
prospered,  as  I assumed,  he  would  also  see  a very  large 
increase  in  the  capital  value  of  the  shares  he  retained. 
One  such  vendor,  whom  I know  (the  Company  to 
which  he  sold  paying  ten  per  cent,  on  its  shares), 
could  now  sell  his  shares  at  £i6  or  £ij. 

And,  further,  I really  do  not  see  that  the  point  of 
my  argument  is  affected  by  the  disposition  which  the 
vendor  chooses  to  make  of  his  purchase  money.  But 
I should  like  to  recognise  the  kindly  tone  of  my 
critic  s remarks,  and  I will  make  him  a present  of  a 
further  illustration  to  add  to  the  amusing  selection 
given.  Mr.  A.  B.,  intoxicated  at  the  pro.spect  of 
handling  ;^ioo,ooo,  borrows  £^,^,000  at  nine  per  cent. 

his  shares,  and  with  that  money  and  the  ^6z|.,ooo 
(not  ;^74,ooo  as  given  in  the  Financial  Neivs,  for  he 
has  to  pay  ;^io,ooo  for  promotion)  he  betakes  himself 
to  Monte  Carlo,  and  there  speedily  loses  the  whole. 


His  yearly  budget  then  reads:— 

;^i8,ooo  Preference  Shares  at  6 per  cent.  ...  ^^i,o8o 

18.000  Ordinary  Shares  at  12  per  cent 2,160 

3>240 

Less  Interest  on  ^636, 000  at  9 per  cent.  ...  3,240 

72iL 

64.000  lost.  Interest  

Income  „ii. 


Thus,  the  result  of  his  selling  his  business  to  a 
Company  has  been  to  reduce  him  to  beggary. 

And  I can  imagine  some  of  the  complacent  public, 
whose  attitude  to  Companies  I have  been  engaged  in 
criticising,  murmuring  gently  Q.E.D. 


/ 


